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SACRAMENTO UPDATE

ReaHgnmentVehicle LicenseFee(VLF) Update

In our March 23, 2004 updatewe reported that the Administration had triggered a
poison pill provision of the realignmentstatute in responseto the loss of a lawsuit
requiring the State to reimburseSan Diego County for medically indigent care. The
resulthasbeenmuchconfusionandadisruption in theflow of VLF realignmentfundsto
countieseffectiveMarch 1, 2004. (RegularVLF funding is not affected.) Triggering the
poisonpill had theeffect of repealingthedepreciationschedulewhich is not only used
to determinethe VLF chargefor a vehicleover time, but also is a sourceof funding to
countiesfor realignment,primarily for mentalheaRhandheaRhprograms.

The Administration quickly reinstated the depreciation schedule using emergency
rulemaking,but it doesnot believeit hasthe authoritywithout legislation to distributethe
money it continuesto collect to counties. In addition, the emergencyrule is only
effective until June29. 2004. lnitiafly, countieswere led to believe that only the oneS
third of the realignmentfundsfrom actual collectionswould be affectedand that the
backfill would continue to be paid. However, this is not the case. The $22 million
paymentwhich the County received last week is for the period from February15 to
February 29 and representsroughly one half of what was due. Until a promised
legislative fix is agreedto, countieswill not receive VLF realignmentfundswhich can
vary between$30 million and $50 million a month for the County, While a legislative
solution would seemto be easyto achieve,it hasapparentlyrun into resistancefrom
Republicanswho fear that reinstatementof thedepreciationschedulecould be viewed
asa tax increase. Consequently,no action is likely before the Legislature takes its
springbreakthis week.
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The Local Taxpayersand Public SafetyProtectionAct

The Act, a jointly sponsoredinitiative by the California Associationof Counties(CSAC)
andthe Leagueof Cities to protect local revenuefrom Statebudgetaction, is currently
being circulated for signatures. As of yesterday, 582,000 signatureshave been
collected. Approximately600,000valid signaturesarerequiredfor a measureto qualify
for the ballot, so sponsorsusuallytry to submit aroundone million signaturesto provide
a marginof error. The official deadlinefor submissionof signaturesis April 16, 2004,
afterwhich thecountyregistrarswill haveto validatethem.

CalWORKs GrantLawsuit

The State lost another important lawsuit last week in San Francisco Superior
Court when a judge ruled that it must increaseCaIWORKs grants retroactively to
October1, 2003, to comply with a aw requiringcost of living increasesin grant levels
wheneverthe State reducesthe vehicle license fee, The 3.6 percentCOLA, which
would costapproximately$120 million annually,hasnot beenimplementedpendingan
appealby the State, Beyond the impact on the State budget, the casecould have
ramificationsfor a pendinglawsuit which challengesthe Governor’sauthorityto reduce
the VLF rate last October. In the CaIWORKscase,theStatearguedthata COLA was
not requiredbecausetheGovernorhadnot actually reducedthe VLF, only setasidean
invalid action by thepreviousGovernor. The judgeapparentlythoughtotherwise.

StateBudgetWorsens

The Departmentof Finance has askedstateagenciesto come up with plans to cut
anotherthreepercentfrom theirbudgetsfor FY 2004-05. The plansareto be submitted
in time for the Governor to consider them for inclusion in the May Revise. The
reductions are supposedly necessarybecause of caseload increases in some
programs, the costs of court decisions,the Legislature’sfailure to adopt all of the
Governor’s mid-year budget reductions, and increasing uncertainty about state
revenues.It doesnot appearas if the May Revisewill reflect an improvedStatebudget
situation,making the taskof adoptinga balancedbudget,asrequiredby Proposition58,
that muchmore difficult which may bewhy theGovernorrecently refusedto rule out a
tax increase.

We will continueto keepyou advised.
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